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§1.1242-1

truck. Although it would require a fleet of
fifteen or twenty trucks to carry out this op-
eration, the distributor uses only one truck
of his own and hires cartage companies to
deliver the bulk of the merchandise to the
customers. Payments received upon the can-
cellation of the distributorship agreement in
such a case would not be considered received
upon the sale or exchange of the agreement
under section 1241 since the taxpayer does
not have facilities for the physical handling
of more than a small fraction of the goods
involved in carrying on the distributorship
and, therefore, does not have a substantial
capital investment in the distributorship. On
the other hand, if the taxpayer had acquired
and used a substantial number of the trucks
necessary for the deliveries to his customers,
payments received upon the cancellation of
the agreement would be considered received
in exchange therefor under section 1241.

[T.D. 6500, 25 FR 12021, Nov. 26, 1960]

§1.1242-1 Losses on small business in-
vestment company stock.

(a) In general. Any taxpayer who sus-
tains a loss for a taxable year begin-
ning after September 2, 1958, as a result
of the worthlessness, or from the sale
or exchange, of the stock of a small
business investment company (whether
or not such stock was originally issued
to such taxpayer) shall treat such loss
as a loss from the sale or exchange of
property which is not a capital asset, if
at the time of such loss:

(1) The company which issued the
stock is licensed to operate as a small
business investment company pursuant
to regulations promulgated by the
Small Business Administration (13 CFR
part 107), and

(2) Such loss would, but for the provi-
sions of section 1242, be a loss from the
sale or exchange of a capital asset.

(b) Treatment of losses for purposes of
section 172. For the purposes of section
172 (relating to the net operating loss
deduction), any amount of loss treated
by reason of section 1242 as a loss from
the sale or exchange of property which
is not a capital asset shall be treated
as attributable to the trade or business
of the taxpayer. Accordingly, the limi-
tation of section 172(d)(4) on the allow-
ance of nonbusiness deductions in com-
puting a net operating loss shall not
apply to any loss with respect to the
stock of a small business investment
company as described in paragraph (a)
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of this section. See section 172(d) and
§1.172-3.

(c) Statement to be filed with return. A
taxpayer claiming a deduction for a
loss on the stock of a small business in-
vestment company shall file with his
income tax return a statement con-
taining: The name and address of the
small business investment company
which issued the stock, the number of
shares, basis, and selling price of the
stock with respect to which the loss is
claimed, the respective dates of pur-
chase and sale of such stock, or the
reason for its worthlessness and ap-
proximate date thereof. For the rules
applicable in determining the worth-
lessness of securities, see section 165
and the regulations thereunder.

[T.D. 6500, 25 FR 12022, Nov. 26, 1960]

§1.1243-1 Loss of small business in-
vestment company.

(a) In general—(1) Taxable years begin-
ning after July 11, 1969. For taxable
years beginning after July 11, 1969, a
small business investment company to
which section 582(c) applies, and which
sustains a loss as a result of the worth-
lessness, or on the sale or exchange, of
the stock of a small business concern
(as defined in section 103(5) of the
Small Business Investment Act of 1958,
as amended (15 U.S.C. 662(5)) and in 13
CFR 107.3), shall treat such loss as a
loss from the sale or exchange of prop-
erty which is not a capital asset if:

(i) The stock was issued pursuant to
the conversion privilege of the convert-
ible debentures acquired in accordance
with the provisions of section 304 of the
Small Business Investment Act of 1958
(16 U.S.C. 684) and the regulations
thereunder.

(ii) Such loss would, but for the pro-
visions of section 1243, be a loss from
the sale or exchange of a capital asset,
and

(iii) At the time of the loss, the com-
pany is licensed to operate as a small
business investment company pursuant
to regulations promulgated by the
Small Business Administration (13 CFR
part 107).

If section 582(c) does not apply for the
taxable year, see subparagraph (2) of
this paragraph.

(2) Tazxable years beginning before July
11, 1974. For taxable years beginning
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